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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor 
Arthur Young & Company 
Chicago, Illinois
REPORTING WHEN A CERTIFIED 
PUBLIC ACCOUNTANT IS NOT 
INDEPENDENT
The Committee on Auditing Procedure, a 
senior technical committee of the American 
Institute of Certified Public Accountants, has 
issued Statement on Auditing Procedure No. 42 
entitled as above. The purpose of the Statement 
is to clarify the position of the certified public 
accountant when the accountant is considered 
not independent with respect to a client with 
whose financial statements the accountant is 
“associated” (this term is explained in a pre­
vious pronouncement, SAP No. 38, “Unaudited 
Financial Statements,” paragraph 3) and to 
specify the type of disclaimer of opinion which 
the accountant should express in such circum­
stances.
It states that when an accountant is not in­
dependent, the accountant should disclaim an 
opinion with respect to the financial statements 
and should state in the disclaimer that the ac­
countant is not independent. The Statement 
provides that the reason for lack of indepen­
dence should not be described in the disclaimer 
as including the reason might confuse the 
reader concerning the importance of the im­
pairment of independence. As provided in the 
profession’s rules of conduct, whether or not 
the accountant is independent is something the 
accountant must decide as a matter of profes­
sional judgment.
The recommended disclaimer of opinion, re­
gardless of the extent of services performed, is 
as follows:
“We are not independent with respect to XYZ 
Company, and the accompanying balance 
sheet as of December 31, 19_ and the re­
lated statement(s) of income and retained 
earnings for the year then ended were not 
audited by us; accordingly, we do not express 
an opinion on them.”
The Statement states that each page of the 
financial statements should clearly and con­
spicuously be marked “unaudited—see accom­
panying disclaimer of opinion,” unless the dis­
claimer of opinion appears thereon. Moreover, 
it provides that any procedures that may have 
been performed by the accountant in connec­
tion with such financial statements should not 
be described in the disclaimer of opinion—as 
to do so might cause the reader to believe that 
the financial statements have been audited.
The Statement provides that if the accoun­
tant concludes, on the basis of facts known to 
the accountant, that the financial statements 
with which the accountant is associated are 
not in conformity with generally accepted ac­
counting principles (which include adequate 
disclosure) the accountant should insist upon 
appropriate revision and that if the accountant 
fails to obtain such revision, the accountant 
should set forth clearly the reservations in the 
disclaimer of opinion.
It provides that the disclaimer should refer 
specifically to the nature of the accountant’s 
reservations and to the effect, if known to the 
accountant, on the financial statements. More­
over, it provides that if the client will not agree 
to the appropriate revision or will not accept 
the accountant’s disclaimer of opinion with the 
reservations clearly set forth, the accountant 
should refuse to be associated with the financial 
statements and, if necessary, withdraw from 
the engagement.
ACCOUNTING TRENDS & TECHNIQUES
Annually the American Institute of Certified 
Public Accountants issues “Accounting Trends 
& Techniques.” This publication discloses sig­
nificant accounting trends as revealed in an­
nual reports of industrial and commercial cor­
porations. Numerous tables are presented 
showing current trends in types of financial 
statements presented, their form and termi­
nology, and the accounting treatment afforded 
transactions and items reflected in the state­
ments. Substantially the same companies’ an­
nual reports, 600 in all, are surveyed each year. 
Some items of interest in the current edition 
are:
1. 458 of the 600 companies surveyed pre­
sent all of their 1968 financial statements in 
comparative form, 96 present all statements 
other than the statement of source and applica­
tion of the funds in comparative form, and 45 
present all statements other than statements 
showing equity changes in comparative form. 
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Only 1 company did not present its 1968 bal­
ance sheet and statement of income in com­
parative form.
2. Accountants’ reports covering the state­
ment of source and application of funds in­
creased from 273 in 1965 to 443 in 1968. Com­
panies not presenting such a statement either 
as a basic financial statement or as supple­
mentary information decreased from 142 in 
1965 to 65 in 1968.
3. Companies showing amounts in their 
financial statements to the nearest thousands 
of dollars increased from 25 in 1960 to 180 in 
1968.
4. Companies not referencing the notes to 
financial statements to specific captions in the 
statements but merely including a general ref­
erence on the statements to the notes (such as 
“see accompanying notes”) increased from 78 
in 1960 to 164 in 1968.
5. Companies showing profits by division or 
by product lines, etc. increased from 21 in 1967 
to 93 in 1968. In addition, the number of com­
panies showing sales alone by division or 
product lines totaled 161. Generally all this 
information is in the narrative section of the 
annual report rather than in the financial state­
ments.
6. 97 of the surveyed companies did not dis­
close their depreciation policy. Of those dis­
closing their policies, 451, 77, and 50 used 
either in part or in total straight line, declining 
balance, and sum of the years digits, respec­
tively. 80 of the companies using accelerated 
methods did not specify the accelerated method 
or methods used. In addition, 138 companies 
indicated that their depreciation tax provision 
agreed with the book provision and 430 indi­
cated that the tax provision differed from the 
book provision. Of the 430, 227 indicated the 
depreciation method being used for tax pur­
poses.
7. Companies disclosing the reasons for 
inter-period tax allocation increased from 265 
in 1967 to 353 in 1968. The most common 
reason given for allocation was depreciation.
8. 163 companies in 1968, compared with 
112 in 1967, disclosed extraordinary items. The 
most common items disclosed were the sale or 
other disposal of assets (113) and disposal of 
discontinued operations (47). It is interesting 
to note that the ratio of the extraordinary items 
to income before extraordinary items was 0 to 
5% in 45 of the cases, 6 to 10% in 60 cases, 11 to 
20% in 42 cases, and 21% or greater in 90 of the 
cases. Items classified in “Accounting Trends & 
Techniques” as extraordinary items but not so 
classified in the income statement totaled 35 in 
the 0 to 5% category, 5 in the 6 to 10% category, 
3 in the 11 to 20% category, and 2 in the 21% 
or greater category.
9. The most common reason given in the 
surveyed reports for prior period adjustments 
was poolings of interest. These increased from 
49 in 1965 to 184 in 1968. The next most com­
mon reason given was changes in accounting 
policy. These increased only slightly from 38 
in 1965 to 44 in 1968.
This year’s edition includes as a new feature 
a “composite” set of financial statements, illus­
trating the most frequent presentations used by 
the 600 survey companies in their 1968 balance 
sheets and statements of income, retained earn­
ings, and additional capital. A list of the notes 
to financial statements that are most frequently 
presented is also given. These relate to:







h. Commitments, contingencies, and long­
term leases.
The income statement illustrated is in the one- 
step format.
TWENTY-FIVE YEARS AGO-in THE WOMAN CPA
The questioner wanted to know if it was still considered good practice to include a statement of 
application of funds in an audit report. All three answers were in favor of such inclusion, although one 
stated that his firm used it with discrimination when it was felt to be of value to the client. Our reader 
feels that the doubt about the advisability of using a statement of application of funds in a report 
probably arises because of the form usually used for such statements.
"It is, of course, a form of cash statement. However, many businessmen have told us that it gives 
them a comprehensive review of their business activities in a quickly read, condensed form."
"The Idea Exchange"
August 1945
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